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SUBJECT: COTTON CONTRACT PROBLEM 
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FOR ARNOLD FROM EDMOND 

1. WHILE INDICATIONS ARE THAT PHILIPPINE MILLS AND DBP HAVE 
GENERALLY BEEN MAKING EFFORT TO LIVE UP TO ASSURANCES, RE- 
CENT PROBLEMS GIVE US CONSIDERABLE CONCERN. 

2. WITH REGARD TO YUPANGCO PROBLEM AND REF A, DEPARTMENT 
BELIEVES CIEC HAS MADE REASONABLE OFFER OF CONCESSION, AND 
WE HAVE IMPRESSION THAT YUPANGCO IS SIMPLY TRYING ALL POSS- 
IBLE MEANS TO DELAY OPENING L/C'S. FOR THE RECORD, CIEC 
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MAY BE HOPING THAT INDEED SOME "HIGHER AUTHORITY” WILL IN- 
TERVENE AND RELIEVE THEM OF PROBLEM, AND DBP DOESN'T SEEM 
EAGER TO DISAPPOINT SUCH HOPES. 

3. REPRESENTATIVES OF ACSA HAVE INFORMED DEPARTMENT THAT 
THE DBP HAS APPARENTLY EXTENDED UNILATERALLY THE DEADLINE 
FOR SECOND PERIOD SALES BY ONE WEEK, SINCE MOST MILLS HAVE 
NOT PAID "GUARANTEE FEE”. WE DON'T THINK THAT THIS IS AN 

ACCEPTABLE REASON FOR DELAYING OPENING OF L/C'S. 

4. THERE ALSO APPEARS TO BE A CONCERTED MOVE BY THE MILLS, 
WHEN THEY OPEN L/CS, TO TRY TO INCLUDE NEW AND ADDITIONAL 
TERMS NOT CONTAINED IN THE CONTRACTS, I.E., INCREASE IN 
QUALITY, ETC. IT IS NOT REASONABLE FOR A MILL TO ASK FOR 
NEW TERMS IN A CONTRACT WHICH THEY HAVE THUS FAR REFUSED 
TO HONOR. 

5. CANCELLATION OF THE WAIVER OF THE REQUIREMENT FOR USE 
OF PHILIPPINE FLAG VESSLES FOR PERIOD TWO SALES (REF B) 

IS ALSO DISTURBING. AS THERE IS STILL NOT ENOUGH PHILIP- 
PINE FLAG SPACE AVAILABLE TO SHIP THE COTTON IN ACCORDANCE 
WITH THE ASSURANCES, THIS LOOKS LIKE A FURTHER DELAYING 
TACTIC ON THE PART OF DBP. 

6. WE ARE ANXIOUS TO MAKE SURE GOP RECOGNIZES OUR CON- 
TINUED CONCERN WITH THIS DISAGREEABLE BUT SERIOUS PROBLEM 
AND THAT PHILIPPINE GOVERNMENT AND INDUSTRY DO NOT CONCLUDE 
THEY CAN ERODE THEIR COMMITMENT TO FULFILL CONTRACTS. I 
HOPE, THEREFORE, THAT YOU WILL CONTINUE YOUR PERSONAL EF- 
FORTS WITH THE DBP OR OTHERS AS APPROPRIATE TO GET THIS 
SITUATION RESOLVED. 

7. IN YOUR APPROACH TO THE DBP YOU MIGHT DRAW ON THE FOL- 
LOWING POINTS: 

A) WHILE WE UNDERSTAND THAT DBP HAS INTERNAL PROBLEMS IN 
DEALING WITH PHILIPPINE MILLS, OUR PRIMARY CONCERN STILL 

IS TO SEE L/C S OPENED IN ACCORDANCE WITH TERMS OF THE 
ASSURANCES PROVIDED ON MAY 8. DEVELOPMENTS SUCH AS THOSE 
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OUTLINED ABOVE ARE VERY DISTURBING AND SEEM TO TAKE US BACK 
TO THE TYPE OF SITUATION WE HAD PREVIOUSLY. WE CANNOT, FOR 
EXAMPLE, AGREE TO DELAY IN OPENING OF L/CS WHILE MILLS 
ATTEMPT TO OBTAIN BETTER TERMS UNDER CONTRACTS. WE ALSO 
WOULD APPRECIATE EXPLANATION OF DECISION TO RECALL WAIVER 
ON USE OF PHILIPPINE FLAG VESSELS FOR PERIOD TWO SALES. 

B) WITH REGARD TO YUPANGCO AND PARA 4 REFTEL A, CIECS 
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OFFER OF SAMPLE INSPECTION PRIOR TO SHIPMENT STILL STANDS, 

AS DOES ITS WAIVER OF CARRYING CHARGES. DEPARTMENT FEELS 
THAT CIEC'S OFFER IS A REASONABLE ONE AND THAT 
QUALITY CLAIMS BEING A SEPARATE ISSUE WE SEE NO REASON TO 
TREAT YUPANGCO DIFFERENTLY FROM OTHER MILLS. 

C) WITH REGARD TO UNITED ASIA, IT APPEARS TO US THAT THERE 
IS NO BASIS FOR FORCE MAJEURE CLAIM SINCE SHIPMENTS WERE 
DUE AND PLANNED FOR SEPTEMBER. 1974, LONG BEFORE MILL 

BURNED DOWN. ALSO, DBP REGISTERED SALES WITH GSM ON JUNE 
16, 1975, AND THEREFORE OBVIOUSLY HAD INTENTION OF COMPLET- 
ING SALE AT THAT TIME. ONE OBVIOUS SOLUTION TO PROBLEM 
WOULD BE FOR DBP TO OPEN L/C AND SELL COTTON TO OTHER 
MILLS. A PROCEDURE WHICH WE UNDERSTOOD WAS CONTEMPLATED 
AS A LAST RESORT WHEN DBP GAVE THE ASSURANCES IN MAY. 

8. SINCE WE AND USDA ARE RECEIVING CONTINUAL PRESSURE 
FROM THE SHIPPERS REGARDING THE CONTRACTS NOT BEING FUL- 
FILLED, WE WOULD APPRECIATE A REPORT ON YOUR DISCUSSIONS 
AS SOON AS POSSIBLE. KISSINGER 
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